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September30, 2002

Via ElectronicFiling
Ms. MarleneDortch
Secretary
FederalCommunicationsCommission
445 l2~Street,SW, RoomTWB-204
Washington,DC 20554

Re: Noticeof OralEx ParteCommunication,In theMatterofReviewofthe
Section251 UnbundlingObligationsofIncumbentLocalExchange
Carriers,CC DocketNos.01-338,96-98and98-147

In theMatterofFederal-StateJointBoardonUniversalService,
CC DocketNos. 96-45,98-171,90-571, 92-237,99-200,95-116

DearMs. Dortch:

On Friday,September27, 2002,LenCali, JoelLubin,Bob Quinn andthe
undersigned,all representingAT&T, metwith CommissionerKevin MartinandDan
Gonzalez,hisLegalAdvisor. Thepurposeofthemeetingwasto respondto BOC
presentationsandassertionsregardingtheeconomicsofUNE-Pserviceoffenngsandthe
impactofUNE-PonBOC financials. All commentsmadeatthemeetingwereconsistent
with the attachedpresentationmaterials.

At themeeting,wealsomadereferenceto a September13 reportonBellSouthby
LehmanBrothersEquityResearch,a copyofwhich is attaèhed.On afield trip to
BellSouthheadquarters,LehmanBrothersfoundBellSouthseniormanagementto be
“upbeat,”“optimistic” and“enthusiastic”abouttheirgrowthbusinesses.LehmanBrothers
reports:

OnLD andTJINIEs: “BellSouthemphasizedthattheirsuccessin enteringtheLD
marketthrough271 approvaloffersaconsiderablecompetitiveadvantageovertheUNE
players,andtheyexpectthattheappealofLocal/LD bundleswill obviatetheneedfor a
majorchangein theUNB regulations.”



OnDSL: “Managementis particularlyenthusiasticabouttheprogressofits DSL
business,bothfrom agrowthandaneconomicstandpoint. ... TheDSLbusinessis
projectedto beEBITDA breakevenby YEO2. Thecompanybelievesthebusinesswill be
solidlyEBITDA positivein ‘03, bolsteringoverallmargins.”

OnDSL v. cablebroadbandservices:“In thesecondquarter,BellSouth’sDSL
businessforthefirst timetook agreatershareofnewbroadbandsubscribers(51%) than
thecablecompetition.”

On capitalspending: “Of thetotal2002 capexbudget,which representsabout17%
ofrevenueexpectations,managementestimatesthatabout34%is for targetednew
technologies Theroughly 1/3 ofthecapexbudgetis designedto boostthestrategic
capacityofthenetworkto capturefuturegrowthopportunity.”

Thesestatementsstandin contrastto arecentFCCpresentationby BellSouth
entitled“Wireline Telecommunications:SituationAnalysisandRecommendations.”In
thatpresentation,BellSouthassertedthatthetelecomindustrywasin acrisisof
“destructivecompetition”with huge,long-tennnegativeimplicationsfor investmentand
innovation. BellSouthreferredto the limited potentialoflong distancesservicesand
laggingBellSouthDSL marketshare(amongotherthings), arguingthatthe“uneconomic
rulesrelatedto networkunbundlinghavedestroyedvaluein thefacility-basedcarriersand
discouragedinvestmentandinnovation.” Theseproclamationsarea far reachfrom the
messagesdeliveredby BellSouthto LehmanBrothers,whichviewsBellSouthasa“strong
value” capableof generating$5-6B in freecashflow in 2002.

We alsosharedaBearSteamsEquityResearchreportwhich summarizesa
September10,2002meetingbetweenit andSBCmanagementandwhich providesthe
basisforpartofAT&T’s TINE-Ppresentation.Again, SBC’s assertionsto BearStearns
arein manywayscontraryto theassertionsbeingmadeby SBCto thisCommission.

First, asto the longdistancemarket,thereportnotesthat“RBOC pricing is in-line
orhigherthantheIXCs.” This curious“meet-themorexceed-them”pricingstrategy
effectivelyrebutstheoft-repeatedBell companychorusthatBell entryinto long distance
marketsgeneratessignificantconsumerbenefits

Second,SBC“assumesthatitcanachieve30%marketshare12 monthsafter
enteringanew[long distance]marketandis targetinga long run(3-4 years)penetration
ratein the60% - 70%range.” GiventheconcededBell companypricingstrategytheseare
extraordinaryprojections.Theycertainlyconfirm thattheBells retainsubstantialpowerin
themarketforbundledlocal andlongdistanceservices,andthatlocal marketsarefar from
competitive.

Third, SBC’sprojectedgainsin the longdistancemarketstandin contrastto its
relativelymodestlossesin local markets.Thisdisparitymakesall themoreunseemly
SBC’s campaignto gaingovernmentprotectionagainstTINE-basedcompetitionin local
voicetelephonemarkets.
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SBCalso assertsthatit canpartlystabilizeits localmarketlossesby offering
bundledpackagesoflocalandlongdistanceservices.Thus,evenSBC concedesthatthe
answerto SBC’s concernswith localmarketcompetitionis for it to complywith its
Section271 obligationsthroughoutits region-- not to seekgovernmentprotectionfrom
localcompetition.

Finally, in thecontextoftheUniversalServiceproceeding,wereiteratedour
supportfor aperconnection,collectandremitmechanismto replacetheexisting
percentagerevenueassessmentmecanismto be implementedApril 1, 2002. Weexplained
thatwhile AT&T cannotimplementthePhaseI implementationstageasspecifically
describedin theCOSUSproposalonApril 1, wearelooking atalternativesthatwould
enableAT&T to implementasolutionthatwould comportwith the spiritofthatproposal.

Consistentwith Commissionrules,I amfiling oneelectroniccopyofthisnotice
andrequestthatyouplaceit in therecordoftheabove-referencedproceedings.

Sincerely,

JoanMarsh

cc: DanielGonzalez
ThomasNavin
RobertTanner
JeremyMiller
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UNE-P vs. 271 LD Entry:
What’s the real tradeoff for the RBOC~s?

September 24, 2002

9.24.2002 AT&T I



Key steps for telecom policy

c~ Create competitive local telecom markets through:
• Wholesale markets for unbundled network elements (251)
• Priced at competitive compensatory levels (252)

• Allow previous local monopolists into long distance markets (271)
• Phase out regulation of retail services
• Provides a win-win-win solutions for ILECs, CLECs and customers
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Complexities of revenue estimation

Component Definition Our data source(s) Common estimation errors

Basic local Rate paid for line rental and local usage-- CCMI rates mapped to WC Figures that include business revenue with
$13.78 typically combined as IFR and rolled up by UNE zone residence or reflect only high-end local

service bundles

Features Revenues from sale of vertical features Studyarea estimate per HH Figures that reflect only high use bundles or
$6.86 (e.g., Caller ID, Call Waiting, etc.) -- either from TNS Telecoms Bill assume excessive “take” rates; inclusion of

as explict separatecharges or implicit Harvesting database nonUNE-related features (ISW, VM)
within ‘Total Service” bundles

Subsidies State and Federal USF subsidy payments Regulatory filing documents Ignored, measured by collections rather
$0.67 as well as CALLS-related subsidy than receipts, or entitlement not consistently

payments associated with particular zone

SLC Interstate (and,occasionally intrastate) Analysis of TRP data Intrastate maybe neglected
$5.51 access end user charges -- typically to

support loop costs

Access Access revenue from unaffiliated lXCs or AT&T’s estimate of access Including business usage and/or dedicated
$1.99 access savings (relative to UNE rates) rates and TNS Telecoms Bill transport

enjoyed by affiliated IXCs Harvesting derived toll minutes

Total Sum of above components Top-down figure that includes revenues not
$28.81 related to residential local service
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Complexities of UNE-P cost estimation
Element Definition Conmon estimation errors Examples of quirky practices
Loop Network Interface Device Use of UNE-L rate rather than UNE-P Some Qwest states have multiple loop rates
$13.29 (NID), Distribution, FDI/DLC, rate; use targeted zone rate or rates within a WC. Many BLS states have different

Feeder averaged across zones based on rates for UNE-L loops vs. UNE-P loops.
distribution of total lines rather than
residence lines

Port/features Line connection to the Failure to include feature costs in port Texas applies 4 different port rates as a
$2.06 switch and feature capability rate (flat or per-feature) function of the numberof lines in the local

calling area served by the switch. CA
charges $0.19 extra per feature. Many BLS
states have higher rates for ports with
features (e.g., FL additive is $2.26)

Switch Usage Call attempt and holding Understated usage level and/or level CAhas 3 sets of set-up and duration charges
$3.42 time charges for theswitch not specific to the state for intraswitch, interswitch and terminating

(figure includes transport including trunk ports usage. Many VZ states apply 2 switching
and signaling charges) .

charges on intraswitch minutes.
Interoffice transport Common transport, tandem Ignored or understated Signaling may be incorporated in switching
and signaling switching and signaling . rate
Daily Usage Transmittal of information Very difficult to measure, often ignored Based on number of usage records, rate and
Feed/Files (DUF) regarding usage data or understated number of records may differ by call type

$0.50
Miscellaneous White pages and OSS charges in

$0.06 some states -- invariably overlooked
Nonrecurring costs Charges for new customer Ignored or selected rate element Rate structures very complex and

$0.30 migration or install inconsistent with customer mix idiosyncratic
Total UNE-P

$19.63
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Wholesale costs and revenues

$13.29

$15.14

$16.30

$11.33

$13.49

$2.06

$2.33

$1.43

$2.09

$2.10

$3.42

$3.69

$5.08

$2.18

$4.32

$0.50

$1.72

$0.13

$0.23

$0.18

$0.06

$0.00

$0.18

$0.00

$0.14

All RBOCs

BellSouth

Qwest

SBC

Verizon

Basic Features Subsidies SLC Access Total

$13.78 $6.86 $0.67 $5.51 $1.99 $28.81

$13.29 $8.90 $0.88 $6.00 $1.20 $30.26

$14.41 $7.00 $0.45 $5.75 $2.13 $29.74

$12.80 $6.55 $0.89 $4.98 $1.91 $27.12

$15.33 $5.75 $0.28 $5.83 $2.64 $29.83

Gross Margin
($) (%)

$9.17

$7.19

$5.86

$11.05

$9.32

32%

24%

20%

41%

31%

All rates used in this presentation are current as of 8/9/02

Wholesale Costs of
UNE-P to CLECs Loop

All RBOCs

BellSouth
Qwest

SBC

Verizon

Port Usage
Amort Total

DUF Misc of NRC UNE-P

Revenues Gained from
Sale of UNE-P by CLECs

$0.30

$0.18

$0.75

$0.24

$0.28

$19.63
$23.07

$23.87

$16.07

$20.51

9.24.2002 AT&T 5



All RBOC post-271 Res analysis
a tfl~ ...\.

Total RBOC BellSouth Qwest SBC Verizon

Total Residential lines 84,547,824 16,937,608 10,459,763 34,341,186 22,809,266

Residential LiNE-P Economics

Retail revenue $28.81 $30.26 $29.74 $27.12 $29.83
Avoided retail cost $4.21 $4.37 $3.37 $4.04 $4.74

Net retail revenue loss $24.60 $25.90 $26.37 $23.09 $25.09

Wholesale UNE-P revenue $19.63 $23.07 $23.87 $16.07 $20.51

Lost margin per UNE-P line $4.96 $2.83 $2.50 $7.02 $4.58

UNE-P Res lines @ 15% 12,682,174 2,540,641 1,568,964 5,151,178 3,421,390

Annual margin lost from UNE-P $755,059,777 $86,169,746 $47,032,846 $433,865,468 $187,991,717

Residential RBOC LD Economics

Retailrevenue@ $0.12 $11.63 $11.97 $10.49 $11.69 $11.80
Incremental cost @ $0.05 $4.84 $4.99 $4.37 $4.87 $4.92

Gained margin per Res LD line $6.78 $6.98 $6.12 $6.82 $6.88

LD Res lines @ 30% 25,364,347 5,081,283 3,137,929 10,302,356 6,842,780

Annual margin gained from LD $2,064,101,561 $425,696,161 $230,439,930 $842,909,710 $565,055,760

Net LiNE-P + LD Margin Change $1,309,041,784 $339,526,416 $183,407,083 $409,044,242 $377,064,043
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All RBOC UNE-P vsm LD entry tradeoff
Data: All RBOCS
Total Residential lines
Lost margin per UNE-P line
Gained margin per Res LD line

Post-271Total
84,547,824

$4.96
$6.78
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Change in Net Margin Earned by the RBOCs ($ Millions)

Share of Residence Long Distance Gained by RBOC

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

$185 $873 $1,561 $2,249 $2,937 $3,625 $4,313 $5,001 $5,689 $6,377

($319) $369 $1,057 $1,745 $2,433 $3,121 $3,809 $4,498 $5,186 $5,874

($822) ($134) $554 $1,242 $1,930 $2,618 $3,306 $3,994 $4,682 $5,370

($1,325) ($637) $51 $739 $1,427 $2,115 $2,803 $3,491 $4,179 $4,867

($1,829) ($1,141) ($453) $235 $923 $1,611 $2,299 $2,987 $3,675 $4,363

($2,332) ($1,644) ($956) ($268) $420 $1,108 $1,796 $2,484 $3,172 $3,860

($2,836) ($2,148) ($1,460) ($771) ($83) $605 $1,293 $1,981 $2,669 $3,357

($3,339) ($2,651) ($1,963) ($1,275) ($587) $101 $789 $1,477 $2,165 $2,853

($3,842) ($3,154) ($2,466) ($1,778) ($1,090) ($402) $286 $974 $1,662 $2,350

($4,346) ($3,658) ($2,970) ($2,282) ($1,594) ($906) ($217) $471 $1,159 $1,847
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SBC “economics”

• SBC states that:
• Its res UNE-P line loss stabilizes at

between 15 and 20%
• ItseIlsLD

• At prices � IXC rates (or at ~‘50%
margins), and

• targets attaining a 60 to 70%
market share in 4-5 years

• These statements confirm the highly
favorable nature of the UNE-P/LD
tradeoff to SBC

• Thus in whole, the TelAct has been a
boon to SBC, not a bust

Relative Margin Analysis SBC

Total Residential lines 34,341,186

Residential LiNE-P Economics

Retail revenue
Avoided retail cost

Net retail re~nueloss

Wholesale UNE-P re~nue

Lost margin per UNE-P line

UNE-P Res lines @ 20%

Annual margin lost from UNE-P

Residential RBOC LD Economics

Retail revenue © $0.12
Incremental cost @ $0.06

Gained margin per Res LD line

LD Res lines @ 60%

Annual margin gained from LD

$27.12
$4.04

$23.09

$16.07

$7.02

6,868,237

$578,487,291

$11.69
$5.84
$5.84

20,604,712

$1,444,988,073

Net UNE-P + LD Margin Change $866,500,783
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UNE-P wholesale cost
Amort

Holding Comnany State Lopi, Port Usaae DUF Misc of NRC UNE-P
Bellsouth AL $15.31 $2.24 $2.66 $1.76 $0.00 $0.14 $22.11
Southwestern Bell AR $14.30 $1.61 $2.40 $0.68 $0.00 $0.29 $19.28
Us West AZ $12.92 $1.61 $9.83 $0.00 $0.00 $1.14 $25.49
Pacific Telesis CA $10.18 $1.21 $1.82 $0.00 $0.00 $0.09 $13.30
Us West CO $16.61 $1.53 $3.91 $0.22 $0.00 $0.13 $22.40
Southern New England’ CT $11.88 $3.31 $6.35 $0.00 $0.00 $0.00 $21.54
Bell Atlantic DC $10.81 $1.55 $3.73 $0.05 $0.00 $0.37 $16.52
Bell Atlantic DE $12.22 $2.23 $5.54 $0.08 $0.00 $1.04 $21.12
Bellsouth FL $15.85 $3.43 $2.57 $2.52 $0.00 $0.15 $24.52
Bellsouth GA $12.76 $1.79 $5.78 $2.05 $0.00 $0.11 $22.48
Us West IA $16.79 $1.15 $4.85 $0.25 $1.38 $0.18 $24.59
Us West ID $20.90 $1.34 $3.93 $0.21 $0.00 $0.18 $26.56
Ameritech IL $9.80 $2.11 $0.61 $0.08 $0.00 $0.08 $12.69
Ameritech IN $8.33 $3.13 $0.95 $0.00 $0.00 $0.01 $12.42
Southwestern Bell KS $13.78 $1.61 $2.58 $0.70 $0.00 $0.23 $18.90
Bellsouth KY $12.53 $1.15 $4.32 $0.99 $0.00 $0.20 $19.19
Bellsouth LA $16.98 $1.36 $5.29 $0.91 $0.00 $0.14 $24.68
Nynex Svc Co MA $15.33 $2.00 $7.30 $0.00 $0.00 $0.09 $24.71
Bell Atlantic MD $14.94 $1.90 $6.49 $0.09 $0.00 $0.19 $23.62
Nynex Svc co ME $16.44 $0.94 $3.86 $0.85 $0.00 $0.00 $22.08
Ameritech Ml $10.09 $2.53 $1.10 $0.12 $0.00 $0.05 $13.90
Us West MN $18.55 $1.08 $4.19 $0.00 $0.00 $0.07 $23.89
Southwestern Bell MO $15.27 $1.90 $2.40 $0.00 $0.00 $0.25 $19.83
Bellsouth MS $18.30 $2.55 $2.95 $1.61 $0.00 $0.27 $25.69
Us West MT $23.72 $1.58 $6.88 $0.26 $0.00 $0.17 $32.61
Bellsouth NC $14.61 $2.19 $4.17 $0.92 $0.00 $0.19 $22.08
Us West ND $18.25 $1.27 $7.31 $0.36 $3.49 $0.18 $30.86
Us West NE $17.47 $2.47 $5.33 $0.23 $2.52 $0.16 $28.19
NynexSvcco NH $18.44 $0.71 $3.98 $0.24 $0.00 $0.00 $23.38
Bell Atlantic NJ $9.52 $1.91 $2.10 $0.37 $0.00 $0.33 $14.24
Us West NM $20.79 $1.38 $3.45 $0.00 $0.00 $1.63 $27.26
Pacific Telesis NV $21.22 $1.63 $7.07 $0.00 $0.00 $0.36 $30.28
Nynex Svc Co NY $12.12 $2.57 $2.39 $0.22 $0.54 $0.28 $18.12
Ameritech OH $8.51 $3.13 $1.87 $0.21 $0.00 $0.11 $13.84
Southwestern Bell OK $15.87 $2.28 $4.10 $0.72 $0.00 $0.26 $23.24
Us West OR $15.43 $1.14 $2.92 $0.00 $0.00 $3.26 $22.75
Bell Atlantic PA $14.23 $2.67 $3.26 $0.08 $0.00 $0.23 $20.47
Nynex Svc Co RI $14.14 $1.86 $3.52 $0.00 $0.00 $0.00 $19.52
Bellsouth SC $16.72 $2.80 $3.34 $1.76 $0.00 $0.28 $24.89
Us West SD $21.26 $1.84 $4.57 $0.00 $0.00 $7.15 $34.82
Bellsouth TN $14.41 $1.70 $2.72 $1.16 $0.00 $0.27 $20.26
Southwestem Bell TX $14.33 $2.22 $3.13 $0.88 $0.00 $0.17 $20.74
Us West UT $13.15 $1.58 $4.07 $0.13 $0.00 $0.09 $19.01
Bell Atlantic VA $14.74 $1.30 $6.37 $0.08 $0.00 $0.59 $23.09
Nynex Svc Co VT $13.81 $0.96 $8.31 $0.86 $0.00 $0.00 $23.94
Us West WA $14.56 $1.34 $3.61 $0.31 $0.00 $0.11 $19.93
Ameritech WI $10.90 $3.71 $2.62 $0.19 $0.00 $3.57 $20.99
Bell Atlantic WV $26.72 $1.60 $16.57 $0.10 $0.00 $0.66 $45.64
Us West WY $22.95 $2.64 $4.18 $0.25 $0.00 $0.17 $30.20
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UNE-P associated revenue

Basic & Gross Margin
Holding ComDanv State Features Subsidies SLC Access Total ($~ (°Io~
Bellsouth AL $25.32 $1.72 $6.00 $0.85 $33.89 $11.78 35%
Southwestern Bell AR $22.94 $0.63 $5.27 $2.46 $31.30 $12.02 38%
UsWest AZ $21.06 $0.91 $6.00 $1.74 $29.71 $4.22 14%
Pacific Telesis CA $15.82 $2.71 $4.48 $2.16 $25.17 $11.88 47%
Us West CO $22.74 $0.49 $6.00 $2.13 $31.36 $8.95 29%
Southern New England• CT $17.03 $0.03 $5.78 $2.52 $25.35 $3.81 15%
Bell Atlantic DC $20.15 $0.00 $3.86 $0.00 $24.01 $7.49 31%
Bell Atlantic DE $13.77 $0.08 $6.00 $1.13 $20.98 ($0.13) -1%
Bellsouth FL $18.68 $0.39 $6.00 $2.00 $27.07 $2.56 9%
Bellsouth GA $26.27 $0.35 $6.00 $0.79 $33.41 $10.93 33%
Us West IA $18.04 $0.00 $4.72 $1.85 $24.61 $0.03 0%
Us West ID $20.42 $0.00 $6.00 $2.56 $28.98 $2.42 8%
Ameritech IL $23.53 $0.00 $4.49 $0.77 $28.79 $16.10 56%
Ameritech IN $19.31 $0.00 $5.52 $0.91 $25.74 $13.31 52%
Southwestern Bell KS $20.87 $0.06 $5.27 $3.08 $29.27 $10.37 35%
Bellsouth KY $24.21 $0.46 $6.00 $0.55 $31.21 $12.02 38%
Bellsouth LA $21.91 $0.42 $6.00 $1.00 $29.33 $4.65 16%
NynexSvcCo MA $23.77 $0.00 $6.00 $1.10 $30.88 $6.16 20%
Bell Atlantic MD $23.80 $0.16 $5.68 $1.96 $31.60 $7.98 25%
Nynex Svc Co ME $20.00 $0.84 $6.00 $0.87 $27.70 $5.62 20%
Ameritech Ml $24.18 $0.00 $5.34 $1.11 $30.63 $16.74 55%
UsWest MN $21.82 $0.00 $4.89 $1.36 $28.07 $4.18 15%
Southwestern Bell MO $18.27 $0.13 $5.27 $2.51 $26.17 $6.34 24%
Bellsouth MS $27.59 $8.21 $6.00 $0.53 $42.34 $16.65 39%
UsWest MT $23.53 $2.67 $6.00 $4.14 $36.33 $3.72 10%
BeUsouth NC $18.21 $0.00 $6.00 $1.11 $25.31 $3.23 13%
UsWest ND $25.68 $0.39 $6.00 $2.57 $34.64 $3.77 11%
UsWest NE $27.33 $0.00 $5.16 $1.85 $34.33 $6.15 18%
NynexSvcCo NH $19.64 $0.15 $6.00 $2.27 $28.06 $4.68 17%
Bell Atlantic NJ $16.99 $0.08 $5.35 $5.63 $28.05 $13.81 49%
UsWest NM $19.83 $0.38 $6.00 $5.16 $31.37 $4.12 13%
Pacific Telesis NV $14.94 $0.83 $5.37 $2.09 $23.23 ($7.05) .30%
NynexSvcCo NY $23.47 $0.17 $6.00 $1.95 $31.58 $13.47 43%
Ameritech OH $20.78 $0.00 $5.38 $1.06 $27.22 $13.38 49%
Southwestern Bell OK $20.66 $0.32 $5.27 $1.36 $27.62 $4.38 16%
Us West OR $22.28 $0.12 $6.00 $1.72 $30.12 $7.37 24%
Bell Atlantic PA $17.26 $0.00 $6.00 $2.46 $25.71 $5.24 20%
NynexSvcCo RI $18.03 $0.01 $6.00 $1.14 $25.19 $5.67 22%
Bellsouth SC $23.33 $0.54 $6.00 $1.77 $31.64 $6.74 21%
Us West SD $22.90 $0.04 $6.00 $3.13 $32.07 ($2.75) -9%
Bellsouth TN $22.11 $0.20 $6.00 $0.70 $29.00 $8.75 30%
Southwestern Bell TX $19.96 $0.00 $5.27 $3.17 $28.40 $7.66 27%
Us West UT $21.38 $0.15 $6.00 $1.92 $29.45 $10.44 35%
Bell Atlantic VA $20.88 $0.39 $6.00 $3.21 $30.48 $7.40 24%
NynexSvcCo VT $21.12 $3.29 $6.00 $2.73 $33.15 $9.20 28%
Us West WA $18.80 $0.00 $5.92 $2.19 $26.90 $6.97 26%
Ameritech WI $20.85 $0.00 $5.06 $0.76 $26.67 $5.68 21%
Bell Atlantic WV $35.51 $4.81 $6.00 $2.56 $48.88 $3.24 7%
Us West WY $34.33 $7.68 $6.00 $0.81 $48.83 $18.64 38%
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Conclusions

• RBOCs reveal that they gain more from LD than lose
from UNE-P
• In many states, RBOC pressure to receive 271 relief has spurred

substantial UNE-P rate reductions — frequently as the result of
unilateral RBOC price concessions

• RBOC decisions to pursue 271 shows they believe LD entry to be
richer than potential UNE-P losses

• This is confirmed by our UNE-P/LD margin tradeoff analyses
• Viable UNE markets keep traffic on and investment in

RBOC networks
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LEHM~. BROTHERS
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investmentconclusion .

0 We hosted a field trip to BLS yesterday, where mgmt
was upbeat about prOgress on severaifronts,
particularlywithin the Consumer and Business
4~AajOrs.We are maintaining our posItive long. term
outlook on the shares.

2001
Actual Old,

IQ 0.56 ‘.• 0.54A

2Q 0~59: 0.53A
3Q., 0.61 ,0.50E
4Q . .0.65 O.53E
Ye~r 2.41 2.IOE• Summary . .., . .. . “. ___________

~.BLS.lsopt1mlstJcabout its271-approvaiprocess, .~ P/E’ . L
and expects to be marketing In Its entire local region
by YEO2 Market Data

0 BLS emphasized that their success In entering the Market Cap
LD market through 271 approval offers a Shares OutstandIng CMII)
consIderable advantage over the UNE players Float

0 Mgmt’very enthusiastic about DSL progress. In 2Q, DMdend.Yield’
BLS’s DSL business for the first time tOok a greater Converiible

• share of new BB subs thanthe cable coC.. The DSL’ 52 ~4cRang~
busIness Is projected to be EBITDA b/e by YE02~••

C] BLS expressed no interest in an IXC acquisitIon.
• Mgmt.notecl that. It views Consumers/SMEs as Its ______

prlrnemkts.
o View BLS as strong value. Co should generate $5-

$6B In’ FCF In 02,and generates a 3.4% dividend
yield for Investors.
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iSt.Est
0.608’
Ô.538
0;5iE
0.56E

% Change
2002 ‘2003
~4) o’~
(10).
(18) 2
(18) 6

2.14E . (13)’ . 2

43685.6M’. Revenue FY02
1883.0 Five-Year EPS,CAGR

Return on Equity
NA . Current BVPS
No Debt To Capital’42.95.20.10 S

28.70
7.~3Q,
NA
8.4

34.9

Stock.Ratlng~ _____________ ______

New: 1-Overweight
Old: 1-Overweight’

Sector View: 1-Positive ___________________________________________

Summaryand Investment Conclusion
We hosted a field trip to BellSouth yesterday, and the following highlights are based on presentations by senior
management Despite the difficult operating environment management was upbeat about progress on several fronts,
particularly within the Consumer and Business 4Majors Though the telecom environment continues to prove
extraordinarily challenging, we firmly believe that BellSouth’s management team is riavigating.welI anddoing the right things
to reward equity investors. The company should generate $5-$6B In Free Cash Flow in 2002, and recentlyincreased the
quarterlydividend by 5.3%. Moreover, .the company has already deleveraged by $2B thIs year, improving an already-
pristine balance sheet and clearing the way to buy back stock without any ratings agency pressure. We reiterate our 1-
Overweight On the shares.

Highlights from yesterday’s meeting follow, organizedaccording to our 4Major customer segments.

Consumer 4Major Highlights

271 Applications: The company is optimistic about its 271-approval process, and expects to be marketing in its entire
local region by the end Of the year. Management anticipates FCC approval to provide LD service in 5 states (NC, SC, KY,
AL, MS) nextweek on 9/18, and will file its remaining 2 states (FL and TN) immediately thereafter. We estimate that the
five-state application represents 35% of BLS access lines and a $5.7B revenue opportunity. Florida and Tennessee

September13, .2002

BellSouth Corp (BLS - $23.20) ‘i-Overweight

Company Update

Field Trip Highlights

EPS (FY Dec)

St~Eat Old
0.54A 0548
O.53A 0.558

F O.50E. 0.51E
0.528 0.568

.2.08E 2.158..

.Firianóial Summary

Target:

New: 30.00
Old: ‘ 3G.00

-- PLEASE SEE END OF DOCUMENT FOR IMPORTANT DISCLOSURES --



~1

LEHMAN. BROTHERS

• ‘ S ‘ .

• represent an.additional $6.1 B opportunity and 38% of lines. The company expects to be In all states ‘by December 21,,’
becoming the first Beli to be able to market LD in its entire local, reglon~We view the schedule’outlined today as largely inline, but nonetheièssa positive given the potential revenue growth contribution, as well as the ability it affords the companyto be more competitive against UNE-P based providers. ‘ ‘ . ‘ .5

UNE-P Regarding UNE competition, the company revealed that in their planning they do not anticipate a near-term
resolution to the issue, which represents the company s largest near-term competitive threat Management anticipates that
the FCC’s Triennial RevIew Is unlikely to provide any Substantial overhaul to the UNE system. However, BellSoUth
emphasized that their success in entering the LD market through 271 approval offers a considerable competitiveadvantage
over the UNE providers, and they expect that the appeal of LocallLD bur dIes will obviate their need fan major.’change in
UNE regulations The company noted that MCI has made a big push In Florida with its uNeighborhood~program, but

“questions the viability of this effort given the’cornpany’s flnancial’positiofl coupledwith’ the large upfront invSstment needed
to launch a local strategy. , , , •‘, ‘“ : . ‘ • .‘ ‘ ‘ . . ‘ ‘ . “ .•. ‘ .

Consumer Data Management is particularly enthusiastic about the progress of Its DSL business both from a growth and
an economic standpoint In the second quarter, BellSouth’s DSL business for the first time took a greater share of new
broadband subscribers (51%) than the cable competition This represents a sizeable Improvement in flowshare versus the
year ago period when the company took just 40% of new broadband subs BellSouth expects to hold 44% of the
broadband market by YEO2, up 400bps yoy We note that cable modem competitors had a 2-year head start on BLS In
broadband sales

From an economic standpoint, BLS reports that the DSL business is making excellent progress The DSL business is
projected to be EBITDA breakeven by YEO2 Recurring costs have fallen 60% in the past two years while non-recurring
costs have declIned 80%. The.company bellevesthe buslness.wlll’be SolIdly EBITDA positive in’ ‘03, bOlstering overall
margins., .. ‘ •,‘, ,~ ‘ : ,~ .‘ . ‘ ‘ S , , , .. ‘

Business and Enterprlse4Major Highlights ., ‘ S , , . ‘ “ S ‘~ ‘ “

BellSouth expressed confidence in its positioning in the Business 4Major, and noted that with upcoming LD-entry it is
poised to capturo’significant incremlental sharein’ the SME market, which has shown enthusiastic response toLD/local
bundles. importantly, management reportedthat it has seena plateau and possible decline in competition from the CLECs
in the SME market. , . ‘. ‘ ‘ ‘ ‘

Regarding the Enterprise space, we believe that Investors will take lt’as a positive that the company expressed no interest
in pursuing an IXC acquisition strategy Management noted that it views the Consumer and SME market as the low
hanging fruit with which to boost its network utilization These segments can be grown organically, and are an important
precursor to pursuing. the Enterprise market in terms of reducing network unit costs to a reasohable level. Management’
noted that It views the Enterprise customer market as a longerterm option

Wireless 4Major Highlights
Cingular CFO Rick Lindner provided an update on progress at the BellSouth’s wireless JV BellSouth views its Wireless
business as a key growth driver and integral to the company’s ability to reduce customer churn through bundling
opportunities

As the company recently pointed to softnessat Cingj,ilar as part o~theimpetus for the 8/29 guidance revision, mgmt offered
additional detail on this front. Regarding the drop’in volumesthis quarter as a result of the WorldCom bankruptcy, Cingular
management detailed that out of398k WCOM.subs atend Of 2Q, the company is likely to retain roughly 150k, depending
on customer credit quality. However, Cingular stopped recognizing revenue from all ‘WorldCom customers as of the
beginning of 2Q, which will impact 3Q revenue growth. Additionally, ARPUs were softer than expected during the first half
of’the quarter as a larger than expected number of subscribers opted for (and migrated to). the $29 CingularNatiOn calling
plan as opposed to higher ARPU products. .

Management stated that the $70M restructuring at Cingular would be complete by mid-November. As part of.the
restructuring, the oompany has eliminated 2,500-3,000 positions out of 36k total headcount. The company has converted
Cingular sales markets from 30 geographic regions Into 13 larger territories with a commensurate reduction in management
and sales overhead. Additionally, Cingular has shuttered 50-70 underperforming stores (although simultaneous store’’
openings have left the total store count roUghly stable.)

-- PLEASE SEE END OF DOCUMENT FOR IMPORTANT DISCLOSURES -- 2
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Management noted that the previous capex guidance reduction at Cingular, from $54 $5 89 to the current $42-$4 6B
reflects (1) reduced capacity building forTDMA,. (2) improved vendor/construction pricing, and (3) reduced non-network
capax. ‘ ‘ .‘ ‘ ‘ . . ‘ . ‘

Other Highlights from the Trip
Cost Reductions BLS emphasized that it issuccessfully stripping significant costs out of the business, keeping the cost
structure in line with the growth potential in a weak environment The BLS cost reduction program which began In I Q and
should be complete by the beginning of 4Q,’ will remove 10k JObs, cOnsolidate’60 call centers down to 20, and óutsou’rce a
number of activities including credit/collections

Capital Spending Regarding capital spending the company reiterated Its guidance of $3 7-$3 9B in 102 Management
stated that an increase in the capital budget would ariseonly in the event of a spike in demand in the Data market, but that
a rebound in the economy alone would not Impact current expectations The company provided some limited detail around
the composition of Its capitai budgeting program Of the total 2002 capex budget which represents about 17% of revenue
expectatIons management estimates that about 34% is for targeted new technologies This is Important in that it provides
evidence that the significant capex reductions that have takenplace over the last year havenot come at the expense of
future opportunities for growth This roughly 1/3 of the capex budget is designed to boost the strategic capacity of the
network to capture future growth opportunity

Economy and Pricing BellSouth estimates that any recovery in operating results Is likely to lag an economic recovery by
roughly 2 quarters The company noted that Data pricing continues to hold steady, but notes that as companies emerge
from bankruptcy pricing pressure could re-emerge Pricing in the voice market isnot increasing in any environment

VALUATION
We reiterate our I Overweight on shares of BellSouth While the economy continues to makefor a challenging operating
environment forall of the telcos, we believe that BellSouth Is a solid value In the current market and poised to outperform
with any economic upswing At just lix earnings and a relative P/E In the low 60% range, BLS shares continue to trade at
historic lows off of which they havea consistent record of outperformance We note that the company Is generating

‘significant FCF and providing ‘a.3.4% dividend yIeld. , (Our$30 price target is basedon a combinationofsum-of-the-parts
and relative mu/fiplé analyses, available upon request.) ‘ ‘ ‘ ‘ ‘ . ‘.

MegaCap Telecom Services Camps ‘ ‘ ‘ ‘ .09/13/2002100~
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Company. DescrIption:’ : . ,. , . ‘ ‘: ‘

BeflSouth Is an integrated communications services company. BellSouth has 25 millIon core local customers, and 19’mIIUon Cingular
wireless customers, and extensIve Latin American wireless assets.’ ‘

*PL~SESEEDISCLOSURE LEGEND ON THE LAST PAGE

Other Team Members:’ . ‘ ‘‘

R. Dale Lynch,’
Sear) P. Rpurke

1.202.452.4715
1.212.526.2125

rlynch2©Iehman.oorn.
srowke@lehman.com
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Disclosures:’ . ‘ ‘ ‘ ‘ ‘ ‘ .

The analysts responsible for preparing thIs report have received compensation based upon various factors including the FIrm’s total revenues, a portIon ofwhich
Is generated by investment banking activities. ‘ ‘ . . . .

A - Lehman Brothers Inc. and/or an affiliate managed or co-managed wIthin the past 12 months a public offering of securities for this company.
D - Lehman Brothers Inc. and/or an affiliate has received compensation for, investment banking’sei’vices from the subject company within the past 12 months.

RIèkDiscidsure: ‘ ‘ ‘ ‘ . , , .

BLS: There are substantial risksto our BLS estimtates including (among others) 1) that a timely recovery In the business economy will not materialize, 2) that
the price stabilization that we have witnessed within several productgroups will not hold, 3) that the sentiment around the telecommunications sectorwill
continue to depress valuatIon, 4) that our forecasts forrevenues and’profltabIlity wiii prove too optimistic. ,

Key to lnvestrnónt Opinions: .

Stock Rating . .. S , ‘ ‘ ‘ . . ‘ .

1-Overweight- The stock Is expected to outperform the unweighted ~xpected’totalreturn of the Industry sectorover a 12-month investment horizon.
2-Equal weight.The Stock is expected tç perforth in Hnôwith the unweighted expected total return of the Industry sector over a 12-month Investment horizon.
3-Underweight The stock Is expected to underperform the unweighted expected total return ofthe Industry sector over a 12 month investment horizon
RS-Rating Suspended - The ratIng and target price have been suspendgdtemporarily to complywlth applicabie regulations and/orfirm poUcIeà in certain
circumstances including when Lehman Brothers is acting In an advisory capacity on a merger or strategic transaction involving the company

Sectbr”Vlew, , . 5 ‘“ ‘ S ‘ ‘‘ ‘ ‘

.1-PositIve - sectàr fundamentals/valuatIons are improving. , . ‘ S ‘ ,‘ , .

‘2-Neutral - sector fundamentals/vaiuatlons’are steady, neither Improving nor deteriorating. ‘ “ , ‘ ‘

3-Negative -.sector fundamentals/valuatIons are deteriorating. ‘ , S , ‘ ‘ ‘ .

Stock Ratings From February 2001 to August 5,2002 (sector vIewdldflot exist): ‘ , ‘ ‘ S

Thls’Is a güldè to expected total retum.(prlce performancS plus dividend) relative to,the totai return of the stock’s local market over the next 12 months.
1-Strong Buy.- óxpected to outperform the marketby 1.5 or more percentage points.’
2-Buy- expected to outperfàrm the market by 5-15 percentage points. , ‘ S

3-Wlarket Perform- expected ‘to perform In line with the market, plus or minus 5 percentage points. , ‘ . ‘

4-Market Underperform - expected to underperform the market by 5.15 percentage points.
5-Sell expected tb underperform’ the market by 15 ormore percentage, points. , ‘‘ . . .

Stock Ratings Prior to February 2001 (sector view did not exist):
1-Buy - expected to outperform the market by 15 or more percentage poInts.
.2-Outperform-expected to outperformth,e market by 5-15percentage points.
3-Neutrai - expected to perform in line with the market, plus orminus 5 percentage points.
4-Underperform.- expected to underperform the market by 5-15 percertage points: . ‘ ‘ ,, ‘

5-Sell - expected’to underperform the market by 15 or more percentage points. , S

V-Venture— return over multlyear tlrnefrarne consistent with Venture capital; should only be held in a well diversified portfolio.

~Distributionof Ratings: , . ‘ S ‘ ‘ , S ‘ ‘

Lehman Brothers Equity Research has 1435 companIes under coverage. . . ‘

32% have been assigned a 1-Overweight rating which, for purposes of mandatory regulatory disclosures, is classified as a Buy rating, 29% of companies with
this rating are investment bankingclients ofthe Firm
40% have been assigned a 2 Equal weight rating which for purposes of mandatory regulatory disclosures is classified as a Hold rating 11% ofcompanies with
this rating are investment banking clients ofthe Firm
28% have been assigned a 3 Underweight rating which for purposes of mandatory regulatory disclosures Is classified as a Sell rating 36% ofcompanIes with
this rating are investment banking clients ofthe Firm. ‘ ‘

This material has been prepared and/or Issued by Lehman Brothers Inc., member SIPC, and/or one fits affiliates (“Lehman Brothersa) and has been approved
by Lehman Brothers International (Europe), regulated by the Financial Services Authority, In connection with its distribution In the European Economic Area.
This material is distributed In Japan by Lehman Brothers Japan Inc and In Hong Kong by Lehman Brothers Asia Limited This material Is distributed In Australia
by Lehman Brothers Australia Ply Limited, and in Singapore by Lehman Brothers Inc., Singapore Branch. This material Is distributed in Korea by Lehman
Brothers international (Europe) Seoul Branch. This document is forInformation purposes only and It should not be regarded as an offer to sell or ass solicitation
of an offer to buy the securities orother instruments mentioned In it. No part of this document may be reproduced in any manner without thewritten permission
of Lehman Brothers We do not represent that this information Including any third party Information Is accurate or complete and It should not be relied upon as
such, it is provided with the understanding that Lehman Brothers is not acting in a fIducIary capacity. Opinions expressed herein reflect the opinion of Lehman
Brothers and are subjectto change without notice. The products mentioned in this documentmay not be eligible for sale in some states orcountries, and they
may not be suitable for all types of investors. if an investor has any doubts about product suitability, he should consult his Lehman Brothers representative. The
value of and the Income produced by products may fluctuate, sothat an investor may get back less thanhe invested. Value and Income may be adversely
affected byexchange rates, Interest rates, orother factors. Past performance Is not necessarily Indicative of future results. If a product Is Income producing, part
ofthe capital invested may be used to pay that Income. Lehman Brothers may, from time to time, perform investment banking or other services for, or solicit
investment banking orother business from any company mentioned In this document. © 2002 Lehman Brothers. All rights reserved. Additional Information Is
avaIlable on request. Please contact a Lehman Brothers’ entity In your home Jurisdiction. ‘

Complete disclosure Information on companies covered by Lehman Brothers Analysts Is available at www.lehman.com/disclosures,
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SBC Communications Inc (SBC 2488) - Outperform

S , Highlights. From Meeting With SBC Management’’ . S S

Key Points . . S S , , . S , ‘: ‘ ‘ ,‘

We met with SEC management today In New York A full discussion follows

~‘~‘ UNE-P remains the most important issue affecting the company Although competition In the
Southwestern Bell terrltones is stable and predictable, Ameritech and California competitive access line
losses will likely detenorate further 880 management is actively seeking relief in the form of increased
(cost-based) wholesale UNE prIcing

SEC is investing in hopes of organically growing Its enterprise market capability However, management
estimates that the company Is at least 18 months away from having a meaningful enterpnse market product
set and five years from gaining traction in the marketplace AT&T was identified bythe company as the
acquisition target of choice to speed market entry, but many hurdles exist

Footprint and spectrum constraints are the major Issues facing Cingular Management believes that
consolidation is critical and indicated that a transaction with AT&T Wirelessappears to make the most sense
The main obstacles to a transaction are valuatIon and social/governance issues

~ Rated Outperform Target price $32

GAAP Estimates PIE
S ‘ ‘QI Mar Q2 Jun Q3 Sep ‘ Q4 Dec Year Yea,r . S

.2001 $0.51A $0.61A $0.59A $0.64A $2.34A 10.6x
2002.’ ... ‘ $O.5’iA. ‘ $0.61A $0.56E ‘$0.59E ‘ $2.26E. . 11.Ox ‘ S S

2003 $236E 105x
**PL~SEREFER TO THE LAST PAGE OF THIS REPORT FOR IMPORTANT DISCLOSURE INFORMATION

***Bear Stearns acted as a financial advisorto AOLT1me Warner Inc in its pending transaction with AT&T Corp &

Comoast Corp involvIng the restructuring of Time Warner EntertaInment

Management Meeting Summary

The Company Expects Access Line Losses in California to Accelerate Due to Low UNE Prices and
Delayed Long Distance Entry SBC indicated that competition intensified In California after UNE rates
were lowered In May SBC expects to file a cost docket with the California PUC (CPUC) In hopes of raising
UNE rates to what SBC believes is a cost-based rate Management hopes that the CPUC would rule on the
docket by year end Management believes that competition will stabilize in California In 2003 if SBC receives
a positive ruling on the rate çasé, and ‘as the company gains long distance relief and begins óffering,a
bundled product. The CPLJC Is now expected to’vote on SEC’s 271 applicatIon on September 19 and SBC
would fiJe with the FCC shortly thereafter. This would imp!y’a late December/earlyJanuary FCC ruling.
SBC’s current 2002 EPS guidance assumes no benefit from CalifOrnia long distance entry.

Intensifying Competition in the,Ameritech Region ‘Will Likely Continue Well Into 2003. Management
cited high retail rates and low UNE rates as the key reasons for’ continued line losses in the region. The
company estimates that UNE-P pricing in key Ameritech states Is in the $14-$15 range, a rate that
management contends is far below actual cost. According to management, approxImately 70% of SBC’s
UNE-P growth and acceSs line losses are in the Ameritech region. SBC does not expect to gain entry into
key long distance markets in the Ameritech region until mid-2003, further exacerbating the situation.



Competitive Forces May ‘Have Stabilized in the SouthWestern Belt Region. “ .

CompetitIve penetration of the region’s local market has flattenedin the 15%-20% range. SBC partly
attributes th’e stabilization to Its ability to offer long distanceservIce as part of a bundle In all Southwestern
Bell states. AIso~management cited reasonably-priced UNE rates (in the $20’range~.In contrast to ‘

S ‘ California and the Ameritech region, SBC indicated that consumer revenue In the Southwestern Bell states
S actually Increased 3% last quarter. ‘ .: , ., . . . S

Economic Weakness is the Primary Cause of Business Access Line Losses In contrast, management
estimates that 78% of retail consumer access line loss is due to UNE-P with the balance due to the economy
(less than 10%) and technology substitution

SBC’s Local Data Business Continues to Grow Within local data, the high-end of the market isdown
about 5%, the government and SME markets are up in the double-digits, wholesale data is up 9%, but ISP
business isdown approxImately 44% Local data trends have not changed much since the end of 2Q02,
according to management

SBC is Pursuing an Organic Strategy to Attack the Enterprise Market For Now Management
believes that the cømpany is 18 months away from having a meaningful enterprise product set and five years
away from gaining significant market share Management discussed possible acquIsition targets to expedite
market entry Qwest, Broadwing, and WorldCom were deemed less attractive acquisition candidates Spnnt
FON was Identified as an attractive property but a relatively small customer base was noted AT&T seemed
to be the most attractive candidate to SBC, but the company cited D0J hurdles in completIng any deal
Specifically, SBC believes that it might have to divest AT&T Consumer customers in-region In addItion,
AT&Ts CLEC business and Its small and medium-sized business customers Could create problems with D0J
approval SBC indicated that findIng a buyerforthose assets would be a challenge Management believes
that overtime, margins In the large enterprise market wIll improve and pricing across most enterprise
business products will be stable or increase

No Anticipation of a Price War in ConsumerLong Distance SBC indicated (and we haveobserved) that
RBOC pricing Is In-line or higher than the lXCs’ Management believes that its ARPU and MOU will be
relatively stable as the company penetrates marketswhere it has section 271 relief SEC assumes that it
can achieve 30% market share 12 months after entering a new marketand Is targeting a long run (3-4 years)
penetration ‘rate in the 60%-70% range. . S , , , ‘ . S

Although Elusivea Wireless Consolidation Remains a Serious Consideration Management Identified
spectrum depth and holes in Its footprint as the key constraints forCingular Wireless The eventual rolloutof
national wireless data products exacerbate these concerns SBC also identified duplicative capital
Investment as a key reason forconsolidation Management identified AT&T Wireless as a potential
candidate, but cited valuation, governance, and other social issues as potential hurdles VoiceStream was
also mentIoned, but valuation seems to be a stumbHng block fornow

Other Notable Information
excluding WorldCom, bad debt rates have been stable
WorldCom receivable is fully reserved, may see increased levels of bad debt associated with WoridCom due
to approximately $200M of monthly products and services sales, expect cash payments from WorldCom to
commence this week excess cash, Including any cash associated with BCE’s potential purchase of SEC’s
remaInIng 16% ownership in BCE (allowable from 10/15/02-1 1/15/02), will be used to reduce debt
pension income erosion will have a significant impact on future earnings

Our Puce Target is $32. We base our objective on a P/E of 13.9x estimated 2002 EPS (a 25% discount to
the market multiple). Our target reflects a 6.5x multiple of our estimate of SBC’s proportional share of
Cingular’s 2002 EBITDA (In line with current market value for national wireless service providers), a 6 5x
multiple on 2002E directory EBITDA, and a 5.5xEBITDA multiple on the core wireline unit.

ValuatIon Method For Target Price: Valuation Is based on a 25% discount to ‘the S&P 500 P/E multiple.

Q, T, BLS, SBC: Within the past twelve months, Bear, Stearns & Co. Inc. ór’one of its affiliates was the manager or co-manager of a
public offering of securities for this company. .

Q, T, BLS, SBC: Within the past twelve months, Bear, Steams & Co. Inc. or one of Its affiliates has performed, or Is performing,
investment banking services for which it has received a fee from this company.
WCOEQ: Bear, Stearns & Co. Inc. is a market maker In this company’s equity securities. S

Bear, Stearns & Co. Equity Research Rating System:



Ratings for Stocks (vs. analyst coverage universe): S ‘ S

Outperform (0)- Stock’Is projected to outperform analyst’s industry coverage universe over the next 12 months.
Peer Perform (P) - Stock is projected’to perform approximately in line with analyst’s industry coverage universe over the next 12 months.
Linderperform (U) - Stock is projected’to underperform analyst’s industry coverage universe over the next 12 months. ‘ ,

Ratingsfor Sectors (vs. regional broader market index): ‘ ‘ ‘ S S ‘ S

Market Overweight (MO) - Expect the industry to perform better than the primary market Index for the region over the next’l 2 months.
Market Weight’(MW) - Expect the industryto perform approximately inlinewith the pilmary market Index for the region over the next 12
months. S , 5 5 5 5’ ‘

Market Underweight (MU) - Expect the industry to underperform the primary market Index forthe region overthe next 12 months. , ,

This report has been prepared by Bear, Stearns & Co Inc, Bear Stearns international Limited or BearSteams Asia Limited (together
with their, alflflates, BearStearns), asIfldicated on the cover page hereof, if you are a recipient of this publication in the United States, ‘

orders In anysecurities referred to herein should beplaced with Bear, Stearns & Co. inc. This report has’been approved for publication
in the United ‘Kingdom by Bear, Stearns International Limited, which is regulated by the United Kingdom’Finañcial’Servióes Authority.
This report Is not ‘intended for private customers inthe United Kingdom. This reportis distributed in Hong Kong by Bear Stearns’Asia
Limited, which is regUiated by, the Securities and FUtures Commission ofHong Kong. AdditIonal information is available upon request.
Bear Stearns may be associated with the specialist that makes a market in the common stock or options of an issuer In this report and

~BearStearns or such specialist may have a pos!tlon (long or’ short) and may be on the opposite side of public orders In such common
stock oroptions BearStearns and its employees officers and directors may have positions and deai as principal in transactions
Involving the securities referred tQ herein (or options orother instruments related thereto~,lncluding”positions and transactions contrary
to any recommendations contained herein Bear Stearns and its employees may also have engaged in transactions with Issuers
identified herein This publication does not constitute an offer or solicitation ofany transactIonin any securities referredto herein Any
recommendation contained herein may not be suitable for all investors Although the information contained herein has been obtained
from sources we believe to be reliable its accuracy and completeness cannot be guaranteed This publication and any
recommendation contained herein speak only as ofthe date hereofand are subject to change without notice Bear Stearns and its
affiliated companies and employees shall have no obilgation to update or amend any information contained herein This publIcation is
being furnished to you for informational purposesonly and on the condition that It will not form a primary basis for any Investment
decision Each investor must make Its own determination of the appropriateness of an Investment in any securities referred to herein
based on the legal, tax and accounting considerations applicable to such Investor and Its own investment strategy By virtue ofthis
publication, none of Bear Stearns or any of Its employees shall be responsible for any investment decision (c) 2002 All rIghts reserved
by Bear Stearns This report may discuss numerous securities, some of which may not be qualified for sale in certain states and may
therefore not ~éoffered to inveStors in such states. ‘ S ‘


